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Introduction 


1. I was engaged to audit the accompanying financial statements of the Dikgatfong 

Municipality which comprise the balance sheet as at 30 June 2009, income 
statement and cash flow statement for the year then ended, and a summary of 
siQnlflcant accounting policies and other explanatory notes, as set out on panes 
8 to 20. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the entity-specific basis of 
accounting as set out in accounting policy note 1 to the financial statements and 
in the manner required by the Local Government: Municipal Finance 
Management Act. 2003 {Act No. 56 of 2003) (MFMA) and for such internal 
control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996, read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) and 
section 126{3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit in accordance with the International 
Standards on Auditing and Genera/ Notice 616 of 2008, issued in eovernmenf 
Gazette No, 31057 of 15 May 2008, Because of the matters discussed in the 
basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 
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Basis for disclaimer of opinion 


Fixed assets 

4. The completeness, rights, valuation and existence of assets amounting to 
R155 236 279 (2008: R140 220 739) as disclosed in note 6 to the financial 
statements could not be confirmed due to the following: 

a) The municipality’s asset register did not agree to the financial statements. The 
room asset lists were not up to date and could therefore not be used as an 
additional source of reference. A full asset count was also not performed and the 
asset register was not reconciled with the general ledger. 

b) Accounting policy note 3.2 on assets prescribes the accounting treatment of 
depreciation. Loans redeemed and other capital receipts (depreciation) did not 
reconcile with the total fixed assets less long-term liabilities and internal 
advances. A difference of R1 241 496 existed. 

c) A number of assets included in the general ledger could not be traced to the 
asset register. 

The municipality’s records did not permit the application of alternative audit 
procedures. 

Debtors 

5. The value of debtors disclosed as R51 736 562 (2008: R41 367 619) in note 9 to 
the financial statements was overstated due to an insufficient provision for bad 
debt. This provision amounted to R27 856 788 (2008: R22 750 589) while debtor 
balances older than 90 days amounted to R41 850 377 (2008: R33 954 256). As 
a result debtors were overstated and expenditure was understated by 
R13 993 589 (2008: R1 1 203 667). 

Expenditure 

6. The completeness, accuracy, occurrence and classification of expenditure 
disclosed as R47 526 912 in the income statement could not be confirmed as 
supporting documentation could not be obtained for payments amounting to 
R1 179 820. The municipality’s accounting records did not permit alternative 
procedures. 

Trust funds and provisions 

7. The completeness, existence, rights and valuation of trust funds amoun’iing lo 
R3 499 644 could not be confirmed as supporting documentation for payments 
from project funds amounting to R933 903 could not be obtained. The 
municipality's accounting records did not permit alternative procedures. 

Creditors 

8. The completeness of creditors disclosed as R40 295 440 in note 1 1 to the 
financial statements could not be confirmed due to the lack of a system to 
account for creditors. The municipality omitted disclosure of creditors of at least 
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R670 869, resulting in creditors and expenditure being understated. This matter 
was also reported in paragraph 6. 


VAT 

9. Although transactions were processed on the accounting system taking VAT into 
account, these general ledger accounts were not used for VAT calculation 
purposes. Separate spreadsheets were maintained for the completion of the VAT 
returns. As reported in the prior year, the completeness and existence of the VAT 
balance amounting to R3 486 143 could not be confirmed due to the following: 

a) The VAT on debtors balance was overstated by R1 769 508. A reconciliation of 
this balance could not be provided. 

b) The output VAT was overstated by R114 791 due to the fact that the system 
applied the incorrect VAT rate on some receipts. 

Irregular expenditure 

10. No irregular expenditure was disclosed in the financial statements. Irregular 
expenditure to the amount of R2 086 908 was incurred due to non-compliance 
with the Supply Chain Management Regulations and the Local Government: 
Municipal Systems Act (Act no. 32 of 2000) (MSA). The amount related to the 
following issues: 

a) The required number of quotations was not obtained for transactions amounting 
to R1 099 898. 

b) A signed employment contract could not be obtained for one of the senior 
managers for the period March 2009 to June 2009. Payments made to this senior 
manager for the four months amounted to R283 310. This was not permitted in 
terms of section 57 of the MSA. 

c) Leave encashment to senior managers amounted to R505 729 for the year. 
Included in this amount was overtime of senior managers that was converted into 
leave and then encashed. This was not permitted in terms of section 57 of the 
MSA read with the relevant employment contracts. 

Cash flow statement 

11. The cash flow statement was out of balance by R2 868 635 (2007-08: 
R 1 284 673). This difference could not be explained and resulted in an 
inaccurate cash flow statement. 

Disclaimer of opinion . . 

12. Because of the significance of the matters described in the basis for disclaimer 
of opinion paragraphs. ! have been unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the financial statements of 
Dikgatlong Municipality. Accordingly, I do not express an opinion on the financial 
statements. 
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Emphasis of matter 
I draw attention to the following matters: 


Basis of accounting 

13. The municipality’s policy is to prepare financial statements on the entity-specific 

basis of accounting j as set out in accounting policy note 1, 

Going concern 

14. The municipality’s financial statements have been prepared on the going 
concern basis, which assumes that the municipality will be able to meet its future 
obligations and commitments in the ordinary course of business. The following 
conditions, as also disclosed in note 26 of the financial statements, indicated the 
existence of a rnaterial uncertainty that may cast significant doubt on the 
municipality's ability to continue as a going concern: 

a) The provision for bad debt was understated, resulting in debtors being 
overstated by at least R12 570 853. This was mainly due to the fact that the 
municipality was not able to recover their debtors. Outstanding debt 
increased from to R41 367 619 in 2008 to R51 736 562. 

b) Only 29% of statutory and trust funds were represented by investments 
resulting in an uninvested portion of R8 087 460. 

c) The municipality had a bank overdraft balance of R4 456 681 at 30 June 

overdraft approved by the council only amounted to R1 


Fruitless expenditure 

15. As disclosed in note 25 of the financial statements, fruitless expenditure to the 

amount of R657 952 was incurred, due to interest charged on long-outstandinq 
creditor accounts. 

Other matters 


i draw attention to the following matters that relate to my responsibilities in the audit of 

the financial statements: 

Material inconsistencies in other information included in the annual report 

16. 1 have not obtained the other information included In the annual report and have 
not been able to identify any material inconsistencies with the financial 
statements. 

Unaudited supplementary schedules 

17. The supplementary information set out on pages 21 to 25 does not form part of 
the financial statements and is presented as additional information. I have not 
audited these schedules and accordingly I do not express an opinion thereon. 
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Non-compliance with applicable legislation 

Municipal Finance Management Act 

18. Payments were not always made within 30 days of receipt of invoices as required 
section 65(2)(e). 

19. Evidence could not be obtained that the amount owed by organs of state for 
periods of more than 30 days was reported to the National Treasury as required 
by section 64(3). 

20. The municipality operated with a bank overdraft facility for the period 1 July 2008 
to 30 June 2009. This is contradictory to the requirements of section 45(4). 

21. The municipaiity's 2007-08 annual report was not tabled by the end of January 
2009 as required by section 127(2). 

22. At 30 June 2009 the municipality owed R2a.3 million to the Department of Water 
Affairs and Forestry. This was in contravention of section 37(1 )(c) which requires 
prompt settlement of debt to other government institutions. 

23. Evidence could not be obtained that the accounting officer submitted a 
consolidated report to the provincial treasury and the Auditor-General of all 
withdrawals made from the municipal bank account as required by section 1 1(4), 

24. Evidence could, not be obtained that the municipality submitted the following - - 
reports: 

• Section 52(d) of the mayoral report on the budget and financial position of 
the municipality 

* Section 54(2) financial difficulty report 

Municipal Systems Act 

25. Evidence could not be obtained that all members of the council declared their 
business interests, as required by schedule 1. section 5. 

26. Section 96 requires debt to be collected promptly. It was, however, noted that 
R41.8 million (82%) of debtors have been outstanding for more than 90 days. 

2T. The municipal manager's performance agreement was only signed on 30 June 
2009. This was not in line with the requirements of section 57(1). 

Governance framework 

28. The governance principles that impact ttie auditor's opinion on the financial 
statements are related to the responsibilities and practices exercised by the 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key governance responsibilities addressed below: 
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Internal control deficiencies 


29. Section 62(1)(c)(i) of the MFWIA states that the accounting officer rnust ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes that gave rise to the deficiencies in the system of 
internal control, which led to the disclaimer of opinion. The root causes are 
categorised according to the five components of an effective system of internal 
control (the number listed per component can be followed with the legend below 
the table.) In some instances deficiencies exist in more than one internal control 
component. 


Par. no. 

Basis for disclaimer of opinion 

CE 

RA 

CA 

1C 
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Fixed assets 

1.5 


4.5 

1 

1.2.3 
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Debtors 



3.4 


1.2.3 
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Expenditure 

1 

5 

3.4 

1 

1,2,3 
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Trust funds and reserves 

1 

5 

3,4 

1 

1.2.3 
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Creditors 
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1 

1.2.3 
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VAT 

1 


3.4.5 

1 

1.2,3 
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Irregular expenditure 

1 



1 

1.2,3 

1 1 1 Cash flow statement j 
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1 he organisational structure does not address areas of responsibility and lines of reporting 
to support effective control over financial reporting. 

rj'r ,rri, , 

1 

Management and staff are not assigned appropriate levels of authority and responsibility 
to facilitate control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining 
and supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the 
standard for financial reporting. 

4 

The accounting officer/accounting authority does not exercise oversight responsibility over 
financial reporting and internal control. 

5 

Management's philosophy and operating style do not promote effective control over 
financial reporting. 

6 

The entity does not have individuals competent in financial reporting and related matters. 
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Management has not specified financial reporting objectives to enable the identification of 
risks to reliable financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting obiectives. i 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 

5 


There is inadequate segregation of duties to prevent fraudulent data and asset 
misappropriation. 

1 


General information technology controls have not been designed to maintain the integrity 2 
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Of the information system and the security of the data 


Manual or automatod controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completelv and accurately processed 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives 

4 

Control activities are not selected and developed to mitigate risks over financial reporting 

5 

Policies and procedures related to financial reporting are not established and 
communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not 
linked to an effective reward system. 
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Pertinent information is not identified and captured in a form and time frame to support 
financiai reporting. 

1 

Information required to implement internai controi is not available to personnel to enable 
internal control responsibilities. 

2 

Communications do not enable and support the understanding and execution of internal 
control processes and responsibilities by personnel. 

3 

iWliWlidHiticilcrriiipl^lj* 


Ongoing monitoring and supsrvision are not undertaken to enable an assessment of the 
effectiveness of interna! control over financial reporting 

1 

Neither reviews by internal audit or the audit committee nor self -assessments are evident 

2 

Internal control deficiencies are not identified and communicated in a timely manner to 
allow for corrective action to be taken. 
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Key governance responsibilities 


The MFMA tasks the accounting officer with a number of responsibilities 
concerning financiai and risk management and internai controi. Fundamentai to 
achieving this is the implementation of certain key governance responsibilities, 
which I have assessed as follows: 


No. 

Matter 

I Y 

N 

Clear trail of supporting documentation that is easily available and provided In a timely 

manner 

1. 

No Significant difficulties were experienced during the audit concerning delays 
or the availability of requested information. 


X 

Qua ity of financial statements and related management information 

2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 


X 

3. 

The annual report was submitted for consideration prior to the tabling of the 

auditor's report. 


X 

Timeliness of financial statements and management information 

4. 

The annual financial statements were submitted for auditing as per the 
legislated deadlines in section 126 of the MFIVIA. 

X , 


Availability of key officials during audit 

5. I 

Key officials were available throughout the audit process. 


Development and compliance with risk management, effective internal control 
governance practices 

and 

6, 

Audit committee 




• The municipality had an audit committee in operation throughout the 

financial year. 


x'^ 


• The audit committee operates in accordance with approved, written 

X 
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7. 

terms of reference. 

• The audit committee substantially fulfilled its responsibilities for the 

year, as set out in section 1 66f2) of the MFMA 
fnternaf Audit 


X 


internal audit function in operation throughout 
the financial year. a ‘ 

X 



The internal audit function operates in terms of an approved internal 
audit plan. 

X 



• pe internal audit function substantially fulfilled its responsibilities for 

the year, as set out in section 165{2) of the MFMA 


X 

3. 

There are no significant deficiencies in the design and implementation of 
internai control in respect of financial and risk management 


X 


There are no significant deficiencies in the design and implementation of 
internai control in respect of compliance with applicable laws and requlalions 


X 

to. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 


X 

11, 

A risk assessment was conducted on a regular basis and a risk management 
Strategy, which rnciudes a fraud prevention plan, is documented and used as 
set out in 95fcMi) of the MFMA 


X 

12. 

_Delegations of responsibility are in place, as set out in section 79 nf rhp 

X 


fonow-up Of audit findinqs 



16 . 

J4. I 

The prior year audit findings have been substantially addressed 

SCOPA/Oversiohf rP^oll Hinnc haifo hoart i _i 

I 

x~ 

tssue 

fiave 0060 suDstaniiallv implemented 
iS relating to the reporting of performance information 

— 1 

nfa , 

15, 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and com Diets 


x~ 

16, 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information 


x"~' 

17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and 
delivery by the municipality against its mandate, predetermined objectives 
outputs, indicators and targets section 68 of the MFMA 


X 

18, 

1 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. ( 


X 


Clear trail of supporting documentation 


31. The root cause for the audit outcome related to records management deficiencies, 
an overall lack of Internal controls and a lack of competent people. 

Quality of financial statements 

32. Material amendments were made to the financial statements relating to the 
duplication of transactions and omission of some compulsory disclosures. The 
material amendments were identified by the auditors during the audit and not the 
internal controls of the municipality. There should be a discipline to produce 
monthly financial statements and management information and these should be 
reviewed by management. 
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Risk management, internal control and governance 

33. The municipality utilised the shared internal audit and audit committee services of 
the Frances Baard District IWunicipaiity. 

Foilow-up of audit findings 

34. The matters reported in prior audit reports recurred and even new matters were 
id^tified. Management should compile an action plan to address the audit findings 
and the council should monitor the implementation thereof. 

Reporting of performance information 

35. A performance report was not compiled as the function has not been delegated by 
th6 municipal rnsnager. A consultant was appointsd to compile the performance 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Reporting on performance information 

36. I was engaged to review the performance information. 

The accounting officer’s responsibility for the performance information 

37. In terms of section 121(3){c) of the WIFMA the annual report of a municipality must 
include the annual perf^ormance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government; Municipal Systems 
Act. 2000 (Act No. 32 of 2000} (MSA). 

The Auditor-General’s responsibility 

38. I conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 
2008 and section 45 of the MSA. 

39. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

40. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 
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Findings on performance information 


Non-compliance with regulatory requirements 


No reporting of performance information 


41. 


In nf^tho not prepare an annual performance report in terms of section 
46 of the MSA. as required by section 121(3)(c) of the MFMA and as a result we 
could not verify the reliability and consistency of performance information. 


Lack of adoption or implementation of a performance management system 

42. The Dikgatlong Municipality did not implement a framework that describes and 
represents how the muntcipality’s cycle and processes of performance planning 
monitonr^, measurement, review, reporting and improvement will be conducted' 
organised and managed, including determining the roles of the different role 
players, as required in terms of regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 


No mid-year budget and performance assessments 


43. The accounting officer of the Dikgatfong Municipality did not {by 25 January of 
each year) assess the performance of the municipality during the first half of the 
financial year, taking into account the municipality’s service delivery performance 
dunng the first half of the financial year and the service delivery targets and 
performance indicators set in the service delivery and budget implementation plan 
as required by section 72 of the MFMA. ' 


APPRECIATiON 

44. The assistance rendered by the staff of the Dikgatlong Municipality during the audit 
IS sincerely appreciated, => r i a 



Kimberley 
1 February 2010 



auditor-gen ERAt 

SOUTH AFRICA 

Audlling to tufld pub/ic confidence 
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